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INTRODUCTION

Background of the Study
The importance of lending relationships in determining the lending interest rates of financial institutions has been widely discussed in finance literature, especially as financial markets and institutions are becoming increasingly competitive and globalized. Ogunleye (2008) cited in Forgha et al. (2016) argued that financial institutions and markets are at the centre of processes and mechanisms that enable households and firms to make payments. Banks facilitate resource allocation by mobilizing funds and then reallocating them from surplus units (savers) to deficit units (investors) within the economy thereby resolving the asymmetric information problem in financial markets. This is possible because commercial banks are able to minimize transaction costs, transform the risk characteristics of assets and enjoy scale economies. Choi (2014) posits that asymmetric information involved in Asian Journal of Economic Modelling the lending decision of banks is critical, especially for smaller firms since they possess less information relative to larger firms. Because of the lack of quantitative data that certifies the creditworthiness of Small and Medium Size Enterprises (SMEs), they may therefore need to embrace unconventional lending technologies to acquire loans for new investment. These technologies include transaction lending based on "hard" quantitative data such as financial statements or relationship lending based on "soft" qualitative data such as records of previous interactions between a given bank and a firm. Relationship lending involves little or no hard data and is often employed by SMEs that have limited access to transaction lending. Udell (2008) holds that in relationship lending, the loan officer leverages soft information on the SME collected through past interactions with the firm's suppliers, customers, competitors, and other businesses and business associations in the local market. Choi (2014) adds that proprietary soft information can range from a loan officer's impression of the borrower, opinions in the industry, to assessments of the future prospects of the SME inferred from the gathered soft information.
Numerous empirical studies have explored the lending relationship and lending interest rates of banks in both developed and underdeveloped markets and came out with contrasting results. On the one hand are studies such as Henry (2010) ; Blackwell and Winters (1997) and Harhoff and Korting (1998) as cited in Jyrki and Mervi (2000) and Boot and Thakor (1994) . They found out that a firm with close relationship to the bank should have a lower interest rate relative to firms without such relationship. The existence of a relationship lowers the price of credit, in another words lowers the interest rate and that attempts to widen the circle of relationships by borrowing from multiple lenders increases the price of credit.
Conversely, studies which argue that relationship lending have no value include the works of Greenbaum et al. (1989) ; Lehmann and Neuberger (1998); Petersen (1999) ; Weinstein and Yafeh (1998) ; Sharpe (1990) and Rajan (1992) . They contended that the lender may not be obliged by market forces to pass on the benefits (lower interest rate) of lending relationship to the borrowers. They argued that if the relationship awards a monopoly power on the lender, interest rate of main bank clients is higher than that of their peers. Furthermore, when access to capital markets is limited, close bank-borrower relationships increase the availability of capital to borrowing firms and the benefits of close relationships accrue mostly to the main bank, which is able to capture most of the rents through high interest payments and through pressure on clients to use large quantities of bank financed capital inputs.
Lending relationships have received tremendous attention in developed and developing countries. However, less is known on the effect that the increase in lending relationship characteristic (duration of relationship, preexisting relationship and trust) has on banks' interest rate levels. Also, little or no study has been done in this area in Cameroon and banks in the South West of Cameroon in particular. Again most of the empirical studies failed to capture the perception of the subjects on interest rate rather; they employed various nominal measure of interest rate. This paper aims to bridge these gaps in the literature by investigating the relevance of including duration of relationship, trust and pre-existing relationship on lending relationship and their effects on lending interest rate charged to SMEs in Cameroon using ordered logistic regression analysis which will give the preferred interest rate levels given different relationship constructs.
Statement of Problem
The Cameroonian banking sector has experienced significant changes during the recession in mid-1980s and in the subsequent years. The largest among these were the disappearance of most Commercial banks, and the appearance of new, mostly foreign, banks to compete with the remaining one on serving the deficit units which are flooded mostly with small and medium size enterprises (SMEs). The place and the role of SME in the economy still raise relevant concerns given the high interest rate (Kadouamai, 2013) . Small and medium enterprises (SMEs) play a paramount role in African countries in general and Cameroon in particular. They are major source of employment (employs 93% of the workforce), incomes and tax revenue in Cameroon (Evou, 2013) . Although their role is crucial, they are exposed to financial constraints (Ngoa and Niyonsaba, 2012) since they perceived lending interest rate to be higher than expected, leading to their collapse in early stages. The data from the General Census of Enterprises (GEC) held in 2009 shows that 45% in 2009 and 69% in 2010 of enterprises in Cameroon were announced bankrupt.
In Cameroon 68.02% of firms identify high interest rate as a major constraint to their development (Benthum, 2012) . According to the General Census of Business conducted by the National Institute of Statistics of Cameroon "Reg" (2010), they noted that 18% of enterprises perceived interest rate to be higher than expected despise a dropped of interest rate from 22% in 2000 to 18% in 2005 and15% in 2014. This has created inefficiency in the operations of the banks and less competitiveness on the part of SMEs in Cameroon leading to short life span of SMEs of three years (Evou, 2013) .
Considering the role of SMEs in Cameroon, the government has set up financial measures and policies to support the promotion of SMEs. Among such measures was the creation of support organizations such as Assistance Fund and Guarantee for Small and Medium Enterprises (FOGAPE), Agriculture Loan Funds (Crédit Agricole), Cameroon Development Bank (BCD) and Cameroon Bank for Small and Medium Sized Enterprises (BCPME). All these to given out loan to its borrowers at lower interest rate. Despite these measures, the problem seems to persist since SMEs still perceived lending interest rate to be above expectations and banks on their part are flooded with excess liquidity and non-performing loan.
Objectives of the Study and Hypothesis
In the light of the above problem, there is need to investigate whether the high lending rates are due to the lending relationship exercised by commercial banks in Cameroon. From the above it can be seen that there is much significance to an effective lending relationship in achieving low lending interest rate by bank borrowers. The present study seeks to investigate the extent to which duration of relationship, pre-existing relationship, trust in a relationship and the specific characteristics of the firms affects the lending interest rate of commercial banks in Cameroon. To meet the above objective, this study hypothesizes that:
Ho1: Duration of a relationship, pre-existing relationship and Trust in a relationship have no significant effect on lending interest rate of commercial banks.
Ho2: Firms' specific characteristics have no significant effect on the lending interest rates of commercial banks
Organization of the Study
After presenting the introduction in the first section, the rest of the paper proceeds as follows; in section 2, a review of the relevant literature is presented; section 3 discusses the analytical methodology; section 4 presents and discusses the empirical results while recommendations and conclusions are made in section 5.
LITERATURE REVIEW
Empirical Literature
Henry (2010) investigated the relationship between relationship lending and interest rates in Uganda by employing OLS technique. Utilizing measures of lending relationship such as trust, pre-existing relationship, duration and multiple relationship, and using a sample of 225 medium and large sized borrowing enterprises and bank employees of credit departments, results revealed that relationship lending has a significant negative effect on lending interest rates. The study recommended that commercial banks should employ greater borrower-lender interactions which overtime will yield trust among the parties and eliminate opportunism and thus minimize transaction costs incurred. Jyrki and Mervi (2000) examines empirically the effect of bank-borrower relationships on the availability and cost of funds in a sample of small and medium sized Finnish firms. Adopting a cross sectional research design to purposely sample 526 Finnish firms located in the Pirkanmaa region surrounding the city of Tampere from a four-year period 1994-1997. Appling the logit and OLS techniques, results revealed that the smaller firms with longterm relationships borrow with lower interest rates. Lehmann and Neuberger (1998) investigated the lending relationships between banks and small and mediumsized enterprises (SMEs) in Germany. Using bank survey data, 1200 questionnaires were mailed to banks in towns with a location of a state-owned savings bank (Sparkasse). Employing Tobit, Probit and the OLS regression techniques, results confirmed that terms of loans are not only influenced by firm characteristics and credit risk variables, but also by social interactions between loan officer and bank manager. Also, the results provide evidence that loan rates do not depend on the duration of the lending relationship. Given that social dimensions of a lending relationship are more complex than captured by the current variables and that the study could not address the possible interdependencies between the regressions variables, the study recommend future research in this area. Petersen (1999) investigated banks and the role of lending relationships with evidence from the U.S.
Experience. The data used was based on a sample of less than 500 employees collected by the U.S. Small Business Administration and Board of Governors of the Federal Reserve System. Using OLS regression technique, the study revealed that larger firms and older firms tend to be more secure and have higher probabilities of survival and as such they pay lower rates when they borrow. Again, longer relationships had no effect on the firm's borrowing rate once the firm's age and other characteristics of the borrower and the loan were included. Petersen and Rajan (1994) investigated the benefits of lending relationships with evidence from small business data. The data used was based on data collected by the U.S. Small Business Administration and Board of Governors of the Federal Reserve System. OLS regression was used to analyse and come out with the results. The findings revealed a small effect of lending relationship on price of credit and an increase in the availability of credit as a result of building a close ties with institutional creditor. They concluded that relationships are valuable and appear to operate more through quantities rather than price.
Theoretical Literature
This study is founded mainly on the theory of asymmetric information advocated by Akerlof (1970); Michael (1973) and Stiglitz and Rothschild (1976) they came up with the theory in the early 1970's to explain the information asymmetric problem. The theory states that financial intermediaries can reduce information and transaction costs that arise from an information asymmetry between borrowers and lenders.
It is empirically clear that people possess different information and the information they possess affects their behaviour in many situations. Consider buying products, for example, the buyer (borrower) bargain the price of an item based on his knowledge of the prices of similar products on the market and the condition of the products among other factors. The seller (bank) similarly has information about the prices of similar products in the market.
But what he probably does not have is the same depth of information about the quality of the products as its buyer.
There is clearly an information asymmetry between the two parties at issue. Information asymmetric in lending relationship could be defined as "a situation where the borrower has better information about firms' prospect (hence his ability to repay the loan) than the bank". The theory was stated after review the work of Auronen (2003) .
Theoretical literature agrees that, through the relationship, information about the firm's quality is revealed, distinct theories generate conflicting predictions about the effect of relationship lending on interest rates (Garriga, 2006) . On the one hand, improved knowledge of the borrower may lead to a reduction in screening and monitoring costs to the bank which are partly shared with the borrower. Thus, loan rates are expected to decline as the relationship matures (Boot and Thakor, 1994) . Boot and Thakor further demonstrated that even without learning or risk aversion the bank borrower relationships are welfare enhancing. Another important result they found was that durable relationships made banks subsidize borrowers and, over time, collateral requirements were reduced in long-term contracting. On the other hand, other research found that the relationships between banks and borrowers have zero effects (loan rates do not change) or even negative influences on loan interest rates (higher loan rates).
Theoretically, Sharpe (1990) demonstrated that lenders subsidize borrowers in early periods and are reimbursed for this subsidy in later periods. Again, improved knowledge of the borrower gives to the bank an informational monopoly. This may lock the borrower into the relationship enabling the bank to charge higher than competitive interest rates (Greenbaum et al., 1989; Rajan, 1992; Freixas, 2005) .
One of the major strengths of the asymmetric information theory is the theory's ability to explain previously unexplained economic phenomena. Asymmetric information theory tells us that it may be impossible to distinguish good and bad quality, and this phenomenon can be used to explain, for example, the existence of counteracting market institutions. The weaknesses theory itself might be faulty in its simplistic assumptions. For example, the theory assumes that the buyers always know the average value of the items on sale.
METHODOLOGY
Scope and Data Sources for the Study
The study was carried out in Fako Division, south west region Cameroon over the period of one year and it was based on the commercial banks and SMEs in Fako that have at least once borrowed from a commercial bank in Cameroon. A total of 91 SMEs respondents were purposively selected to provide responses to the structured questionnaires designed to solicit their views about lending relationship and how it might possibly affect interest rate. This kind of information could not be sourced from published documents (journals, books and the internet) alone since it is a fact-finding study.
The tool used in this study was logistic regression models. The aim of the regression analysis is to obtain and test for significance of the parameters of the regressors in the models. This aim was best achieved using ordinal logistic estimates. The ordered logistic regression was used since data used in this study met all its conditions. These conditions were; firstly, dependent variable should be measured at the ordinal level. Secondly, one or more independent variables should be continuous, ordinal or categorical (including dichotomous variables). Thirdly, there is no multicollinearity. Lastly, each independent variable should have an identical effect at each cumulative split of the ordinal dependent variable (proportional odds). Logistic regression applies maximum likelihood estimate after transforming the dependent variable into a logit variable (the natural log of the odds of the dependent occurring or not). In this way, logistic regression estimates the probability of a certain event occurring or not.
Model Specification
The study adopted and modified the Sreedhar et al. (2007) and Garriga (2006) models. The generalized form of the model is simplified thus:
Where Y is the dependent variable, x1, x2 … xt are the independent variables, β1, β2 … βt are the coefficients and e is the error term that takes care of all other factors not accounted for by the model. Since we used different proxies for lending relationships and firm characteristics to determine the effect of lending relationship on lending interest rate, we therefore developed a simple functional relationship to guide our analysis as follows;
……… (2) The relationship shown on equation 3.2 above can be expressed in an econometric model, written in logistic form as β0 = constant term and β1, β2, β3…β7 are parameters to be estimated From the above equation and a priori expectation, it is expected that pre-existing relationship (PREX), duration of relationship (DURATION), and trust in a relationship (TRUST) have negative coefficients. This is in line with the study of Boot and Thakor (1994) ; Suwanaporn (1996) ; Berger and Udell (1995) and Bellouma et al. (2005) . This therefore means that β1, β2, β3 < 0. Incorporated form (INCORPO =1 represent sole proprietor, INCORPO=2 represent Partnership and Limited liability is the base group), sex of respondents (SEX=1 represent male and female is the base group) are expected to have a negative coefficients, which means that β6, β7 < 0. This is supported by the works of Elsas and Krahnen (1998) and Alberto et al. (2009) respectively. It is also expected that firm age (FAGE) and firm size (FSIZE) have a negative coefficient such that β4, β5 < 0. This is in line with the study of Harhoff and Korting (1998) and Lehmann and Neuberger (1998) respectively. The variables selected for our model therefore have empirical and theoretical justification. The variables of this study are defined as follows;
Dependent variable:
The dependent variable is lending interest rate and it is measured by the lending interest rate (ranging from 1=0-4%, 2=5-9%, 3=10-14%, 4=15-19% and 5=above 20%) that is charge on most SMEs loans. Ordered logistic regression and descriptive statistics were used to present, visualised the results and test research hypotheses. Ordinal logistic regression was adopted for studying the relationship between one dependent variable and the independent variables. It is applied to determine how well a set of variables are able to predict a particular outcome. The Statistical Package for Social Sciences (SPSS version 21.0) was used to facilitate data analysis.
The parameters β1, β2, β3, β4, β5, β6, and β7 were validated on the basis of a priori expectations with special regard to the signs of the estimates (coefficients). The statistical criteria like pseudo R 2 , Wald and p-value, were used to test how best and accurate estimated coefficients were.
PRESENTATION AND DISCUSSION OF RESULTS
Presentation of Results
Test for Multicollinearity
The Variance Inflation Factor (VIF) was adopted to test for the existence of multicollinearity amongst the independent variables. A value more than or equal to 4 indicates the presence of multicollinearity between a set of independent variables of the model being estimated. As indicated by the table 1, multicollinearity is absent from the modeled variables and so the variables are all fit to simultaneously appear within the same regression model without giving faulty results and increasing the sensitivity of the dependent variable to small changes in any of the variables.
Ordered Logistic Regression Results
From For example, respondents that had a value of -8.133 or less on the underlying latent variable (latent variable could take any of the independent variable) that gave rise to our interest rate variable would be classified as paying very low (0-4%) given the respondents were female and/or working in a limited liability company, holding other variable constant. This means that if the respondents were to be evaluated one after each, respondents with scores less than -8.133 would pay an interest rate of 0-4%.
The location represents the explanatory variables in the ordered logistic regression. They are ordered log-odds (logit) regression coefficients. The coefficients of duration of relationship (DURATION), pre-existing relationship (PREX), firm size (FSIZE), form of incorporation (INCORPO) and male are all negative, meaning that the likelihood of moving from a higher interest rate category to a lower interest rate category increases. Specifically, the coefficients of DURATION, PREX and FSIZE are respectively -0.054, -0.361 and -1.362 meaning a unit increase in duration of the relationship, pre-existing relationship and firm size will increase the log odds of moving from a high to a low interest rate by 5.4%, 3.6% and 1.4% every other thing being equal. The p-value of PREX is 0.078 which is less than 0.1, meaning that PREX is significant at 10% level. We therefore reject the null hypothesis and conclude that the pre-existing relationship between the bank and borrower has a significant effect on the lending interest rate of commercial banks in Cameroon. Also, the p-value of FSIZE is 0.000 which is far less than 0.001, indicating that FSIZE is significant at 1% level. Duration of relationship however has an insignificant effect Moreover, the coefficient of male is -1.511. This means that the log odds of moving from a high to a low interest rate or log odds of paying a low interest rate is 15.1% more for males than for females. So the likelihood for males paying a low interest rate is 15.1% or 1.51 more than for females. The p-value of male is 0.066 which is significant at 10% level. We therefore reject the null hypothesis and conclude that gender has a significant effect on the interest rate of commercial banks in Cameroon.
Results also show that the coefficients of TRUST and FAGE are respectively 0.397 and 0.195 meaning that the log odds of moving from a low interest rate to a high interest rate are 39.7% and 19.5%, all things being equal. A unit increase in trust in the relationship and firm age will increase the likelihood of the interest rate being high by 39% and 19.5% respectively. The p-value of trust is 0.034 which is significant at 5% level. The null hypothesis is rejected and we conclude that trust in a relationship has a significant effect on the interest rate of commercial banks.
The p-value of firm age is 0.398 indicating that firm age an insignificant effect on the interest rate of commercial banks in Cameroon, all things being equal. 
Discussion of Results
Given that duration (p = 0.769) had an insignificant effect of lending interest rate at even 10% level, we therefore fail to reject the null hypothesis that duration has no statistical significant effect on lending interest rate. Angelini et al. (1998); Harhoff and Korting (1998) also found that duration of a relationship has an insignificant effect on interest rate. With regard to pre-existing relationship, the finding revealed that pre-existing (p = 0.078) had a negative but significant effect on lending interest rate. This is in agreement with the economic a priori expectation and the findings of Lehmann and Neuberger (1998) and Henry (2010) which stated that the more favourable is the pre-existing relationship experience, the lower is the interest rate charged. This means that borrowers that have acquired loan facilities in the past and complied more easily with the loan terms have a higher likelihood of paying lower interest rate.
With regard to trust, the results showed that trust positively and significantly (p = 0.034) affects lending interest rate at 5% level. This result is contrary to the economic a priori expectation and the work of Bellouma et al. (2005) where an increase in trust level negatively affects lending interest rate. This contrary view may be as a result of the fact that firms in Cameroon are not much into multiply bank relationship, and as a result, banks gained information monopoly faster due to repeated lending and then used it to charge high interest rate (Memmel et al., 2007) . Given that the level of trust in a relationship is statistical significant (0.034) at 5% level, therefore, we failed to accept the null hypothesis of no statistical significant. This means that trust in a relationship is very critical in lending and can be used in lending decision making.
It was disclosed that firm size negatively and significantly (at 1% significant level) affected lending interest rate. This means that medium size enterprise pays lower interest rate in Cameroon as compared to small and very small size enterprise. This result is in line with the findings of Harhoff and Korting (1998) and Lehmann and Neuberger (1998) . As concerning incorporation, we had a negative and significant effect on lending interest rate.
This means that sole proprietors and partnership pays a lower interest rate than limited liability. This holds true for a simply fact that the legal form affects the managers' amount of private information and their incentives and ability to shift risk to the bank as a fixed claim holder. Limited liability restricts the bank's access to private assets of the owners in the event of distress. Hence, the credit risk tends to be higher in corporations than in unincorporated firms (Elsas and Krahnen, 1998) . Partnerships and proprietorships with unlimited liability of their owners should be less prone to moral hazard (Lehmann and Neuberger, 1998) . Again, the variable gender has an odd ratio of 0.22, implying that the likelihood of male respondents paying a low interest rate than female respondents was 22%. This further meant that women have the likelihood of paying a higher interest rate on loan than men and probably because women are seen by credit officer as weak, do not return to work after having a child, and often go for maternity leave (Hertz, 2011) . This result is in line with the a priori expectation and the findings of Alberto et al. (2009) where using a unique and large data set on over-draft contracts between banks and micro firms and selfemployed individuals, found evidence that women in Italy pay more interest rate than men. Given that p-value for firm size and form are below α = 0.1, we failed to accept the null hypothesis that stated that firm's specific characteristics as measured by sex, firm's size and form are of no statistical significance.
Firm's age had a positive (coefficient = 0.195) and insignificant (p-value = 0.398) effect on lending interest rate.
This finding is contrary to the a priori expectations and contrary to the findings of Harhoff and Korting (1998) where they found that firm's age negatively affected interest rate and as the firm grew older, there is an increase in the availability of credit followed by low interest rate. This contrary view might be because most of the firms are in their early age of bank-borrower relationship and as indicated by Petersen and Rajan (1995) finding that young firms are less likely to take advantage of early payment discounts on trade credit, and that loan interest rates decline with firm's age. Hence we accept the null hypothesis that states that firm's characteristics as measured by firms age does not statistically affect lending interest rate.
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CONCLUSION AND RECOMMENDATIONS
The current study established the effect of lending relationship on the lending interest rates of commercial banks in Cameroon. A survey was conducted with 119 questionnaires administered to 91 officials of SMEs and 28 to credit administrators of commercial banks in Fako division, South West Region. The ordered logistic regression was used to analyse the data. Based on the results obtained, duration of a relationship has a negative and insignificant effect on lending interest rate while firms' age positively and insignificantly affects lending interest.
Results also showed that pre-existing relationship; trust in a relationship, firm size, and firms incorporated as sole proprietorship and partnership significantly affect lending interest rate. It was evident that firms with strong and long term relationship with the bank paid low interest rate on their loan facilities and also complied with their loan terms and obligation. Again, banks do not monitor borrowers closely to ensuring that they don't do something detrimental to them.
Lending relationship is more of social interactions, and it is advantageous to both lenders and borrowers.
Nevertheless, the present study remains as well incomplete in that the social dimensions of a lending relationship are more complex than captured by the current variables. Given that little research has been done in Cameroon's financial system in respect to this current study, the effect of lending relationships should motivate still more detailed investigations.
Small and medium size enterprises largely rely on external finance for their investment opportunities and at the same time, lending to them is highly liable to economic shocks (Hoshi et al., 1990) . Lending relationship on it part is highly opened to economic changes surrounding the financial environment. Therefore, a policy that aimed at stabilising the economic environment would result to trust among lenders and borrowers. This is because a stable economic environment would in due course lead to increase trust and lending to SMEs and other risky borrowers through establishing greater relationship techniques. To better achieved, the role of the government in protecting lending activities to SMEs cannot be neglected. Since there is already an existing legal mechanism to regulate and supervise credit limit in credit institutions, another text addressing the expansion of relationship lending to SMEs can be enacted to influence bank's credit management decision.
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